I. Introduction
Ever since the People's Republic of China (PRC) opened up its economic door to the rest of the world in the late 1970s, two economic aspects have been the center of discussion by many academics, researchers, and policy makers in the world. They are the PRC's inward foreign direct investment (FDI) and its exports. Those two issues were reemphasized when the PRC joined the World Trade Organization in 2001.
Each year, during [2000] [2001] [2002] [2003] [2004] [2005] [2006] , nearly 4,000-5,000 new foreign and domestic enterprises entered into the PRC's export industry with geographic concentration along the coastal areas. The heterogeneity of new enterprises in ownership is apparent. In the nation as a ZKROH GXULQJ ± IRUHLJQLQYHVWHG ¿UPV DFFRXQW IRU +RQJ .
RQJ &KLQD DQG RU 7DLSHL&KLQDLQYHVWHG HQWHUSULVHV DQG &KLQHVH SULYDWH FRPSDQLHV 7KH QXPEHU RI SURFHVVLQJ JRRGV H[SRUWHUV DPRQJ QHZ HQWUDQWV VWDQG DW DSSUR[LPDWHO\ 3URFHVVLQJ JRRGV H[SRUW YDOXH LQ WKH 35& FRQVWLWXWHV DERXW RI WRWDO H[SRUWV LQ DQG KDV VWHDGLO\ GHFOLQHG IURP IURP WR Traditional comparative advantage analysis is based on a level of regional development VXFK DV LQIUDVWUXFWXUH LQ KLJKZD\V UDLOZD\V DQG ZDWHUZD\V SURGXFWLRQ FRVWV DEXQGDQFH RI LQSXWV ODERU ODZV hukou KRXVHKROG UHJLVWUDWLRQ V\VWHP HGXFDWLRQ OHYHO KXPDQ FDSLWDO ZDJH OHYHO WUDQVSRUWDWLRQ FRVWV SUR[LPLW\ WR WKH FRDVW DFFHVV WR UDZ DQG LQWHUPHGLDWH PDWHULDOV DQG SURGXFWLRQ FRVWV 7KH QHZ HFRQRPLF JHRJUDSK\ WKHRU\ RI DJJORPHUDWLRQ SURYLGHV VLJQL¿FDQW H[SODQDWRU\ SRZHU WR WKH SUHVHQFH RI VLPLODU ¿UPV VXSSOLHU ¿UPV RU FRQVXPHUV LQ D SDUWLFXODU UHJLRQ ZKLFK FDXVHV WKLV ORFDWLRQ WR EHFRPH more attractive to future investors.
Local government policy makers in the PRC strategically determine their tax rates to attract new foreign investments to their region for additional tax revenue and new HPSOR\PHQW ZKLFK FDQ EH GHVFULEHG E\ WKH WD[ FRPSHWLWLRQ ZLWK UHVRXUFH ÀRZ PRGHO Policy makers provide preferential tax treatment and/or lower regulatory burdens and often implement special policies such as special economic zones and hi-tech zones. There are a number of policy variables, such as capturing overall levels of tax and regulatory burdens or special policies, designed to attract foreign investors. This paper discusses the PRC's inward FDI and exports by raising the topic of the spatial determinants of new foreign-and domestic-invested enterprises that enter the export LQGXVWU\ ([SODQDWRU\ IDFWRUV RI VSDWLDO GHWHUPLQDQWV RI ) ' The method of the analysis in this paper suggests useful information for policy makers and market entrants. Marginal effects and predicted changes are calculated, induced either by a certain percent change in each explanatory variable in the empirical DQDO\VLV LQÀXHQFLQJ WD[ UDWHV DQG ODERU FRVWV RU E\ LQGXFLQJ PDUNHW HQWU\ E\ SLRQHHULQJ LQFXPEHQW ¿UPV RQ VXEVHTXHQW PDUNHW HQWUDQWV LQ YDULRXV VXEJURXSV VRPH RI ZKLFK PD\ EH SDUWLFXODUO\ GHVLUDEOH WR SROLF\ PDNHU LQWHQWLRQV RQ DFTXLULQJ QHZ WHFKQRORJ\ IURP foreign-invested enterprises via technology and management knowledge spillover effects in their province.
II. Theory and Institutional Background
The new economic geography theory in the international trade theory framework introduced by Krugman (1991) Amiti and Javorcik (2008) analyze new economic geography of agglomeration effects in PRC. They use aggregated provincial-level data to generate measures of intermediate goods and consumer market access using recent Chinese input-output tables. Access WR VXSSOLHUV DQG PDUNHWV LV WKH PRVW LQÀXHQWLDO VSDWLDO GHWHUPLQDQWV RI D ¿UP ¶V ORFDWLRQ choice. Hu and Owen (2005) , however, contend that there is no evidence of strong agglomeration from foreign investors in the PRC but conclude that comparative DGYDQWDJH DQG JRYHUQPHQW SROLF\ DUH PRUH LQÀXHQWLDO IDFWRUV IRU D ¿UP ¶V VSDWLDO GHFLVLRQ DV H[SODQDWLRQV RI WKH HPHUJLQJ SDWWHUQ RI ¿UP ORFDWLRQV 2YHUVHDV &KLQHVH LQYHVWRUV located along the coast show sensitivity to policy and cost differentials compared to OECD investors. In inland provinces, on the other hand, there seems to be no difference between the two groups of investors. Boermans et al. (2009) use factor analysis with aggregated data and emphasize the major role of institutions, labor costs, and market access.
A seminal paper by Head and Ries (1996) The most important motivation for tax reduction is to attract FDI, and this is mentioned in a multitude of research papers. Brueckner (2002) Brueckner (2002) in the review of government interaction. This model is followed by this paper, which uses an empirical model according to tax reaction function. The general form of tax reaction function can be generated from various tax competition theoretical models, as shown in the seminal work by Brueckner and Saavedra (2001) .
Each local government chooses its tax rate t j and considers the amount of foreign investments (resource) within its borders. Distribution of foreign investments in provinces depends on t WKHUHIRUH j th local government decision on tax rate is indirectly affected by 
B. Conditional Logit Model
In connection with the comparative advantage theory and new economic geography of DJJORPHUDWLRQ DQDO\VLV WKLV VWXG\ DGRSWV WKH PRGL¿HG DGGLWLYH UDQGRP XWLOLW\ PRGHO E\ VXEVWLWXWLQJ H[SHFWHG SUR¿WV 3 for utility U. Suppose an investor i chose one province among j DOWHUQDWLYHV WKHQ H[SHFWHG SUR¿WV IRU DQ LQYHVWRU i of choosing alternative j
where V ij LV WKH GHWHUPLQLVWLF SDUW RI H[SHFWHG SUR¿WV DQG H ij represents a random part (McFadden 1974) . it can be expected that investors choose one province among j J = 1, , so as to maximize Π ij . The probability of choosing any one alternative j is HTXLYDOHQW WR WKDW WKH DOWHUQDWLYH \LHOGV JUHDWHU H[SHFWHG SUR¿WV WKDQ DOO RWKHU DOWHUQDWLYH choices: 
, ,
ZKHUH WKH VXEVFULSWV WR ) DQG * GHQRWH WKH ¿UVW GHULYDWLYH 6LQFH * LV KRPRJHQHRXV RI degree 1, its derivative G1 is homogeneous of degree zero. Therefore p y j e G e e e e e G e e e ij i j 
The standard maximum likelihood estimation can be used if the choice probabilities DERYH DUH FRUUHFWO\ VSHFL¿HG 6LQFH WKH PRGHO LV QRQOLQHDU LQWHUSUHWDWLRQ RI WKH HVWLPDWHG FRHI¿FLHQWV LV QRW VWUDLJKWIRUZDUG 7R JDXJH WKH PDJQLWXGH RI HVWLPDWHG HIIHFWV WKH marginal effects of changes in explanatory variables on choice probabilities have to be FDOFXODWHG %\ PXOWLSO\LQJ ZLWK WKH FRHI¿FLHQW HVWLPDWH DQG GLYLGLQJ E\ WKH SUREDELOLW\ these marginal effects can be converted into elasticities. Cameron and Trivedi (2005) illustrate that the closed form expression of the marginal effects in the conditional logit model is:
where i ijk is an indicator variable that for an investor i takes on the value 1
LI M N DQG RWKHUZLVH ,W LV FOHDU IURP WKH DERYH IRUPXOD WKDW WKLV GH¿QLWLRQ LPSOLHV WKDW IRU H[DPSOH D SRVLWLYH UHJUHVVLRQ FRHI¿FLHQW PHDQV WKDW D PDUJLQDO LQFUHDVH LQ WKH covariate
x ik will lead to a rise in the predicted probability of option k being chosen, but to a fall in the predicted probability of any other option being chosen.
IV. Data
Three major data sources are utilized for empirical analysis. 
V. Empirical Results

A. R&D-Intensive Firms and Different Type of Exporters
B. Heterogeneity in Origin of Investment Funds
In order to shed more light on the heterogeneous agglomerative processes in the PRC's In summary, using results from Models (5) to (7), it can be observed that the presence
H[SRUW LQGXVWU\ WKH LQFXPEHQW ¿UPV DUH GLYLGHG E\ WKHLU RZQHUVKLS RULJLQ IRUHLJQLQYHVWHG )1 +RQJ .RQJ &KLQD7DLSHL&KLQD LQYHVWHG +7 VWDWHRZQHG 67 DQG &KLQHVH SULYDWHRZQHG &3 LQFXPEHQW ¿UPV )XUWKHU DQDO\VLV ZLWK IRXU VXEJURXSHG LQYHVWRUV EDVHG RQ WKHLU RZQHUVKLS DOORZV RQH WR H[DPLQH ZKLFK ¿UPV OLNHO\ SOD\ D VLJQL¿FDQW DJJORPHUDWLYH OHDGLQJ UROH IRU VXEVHTXHQW ¿UPV LQ WKH VDPH RZQHUVKLS RULJLQ DQG different origin to their location decision. For example, foreign investors might follow other IRUHLJQ ¿UPV RU WKH SUHVHQFH RI VWDWHRZQHG ¿UPV PLJKW VKRZ D VWURQJ DJJORPHUDWLYH effect to Chinese private investors.
RI IRUHLJQLQYHVWHG H[SRUWHUV KDV D VLJQL¿FDQW EHDFRQ HIIHFW ZLWK WKH VWURQJHVW OHDGLQJ UROH LQ DJJORPHUDWLRQ IRU QHZ LQYHVWRUV FRPLQJ IURP WKH 35& +RQJ .RQJ &KLQD 7DLSHL&KLQD DQG IRUHLJQ FRXQWULHV LQ WKH 35& ¶V H[SRUW LQGXVWU\ 0RUHRYHU SULYDWHO\ LQYHVWHG &KLQHVH HQWHUSULVHV VKRZ VRPH WHQGHQF\ IRU FRORFDWLRQ ZLWK VLJQL¿FDQW DJJORPHUDWLYH LQÀXHQFH H[HUWHG E\ RWKHU &KLQHVH SULYDWHRZQHG LQFXPEHQW ¿UPV
C. Processing Traders versus Normal Traders
The last empirical results provide comparison analysis between processing traders and normal traders in different ownership origins. The subsamples in each investment origin are further split into processing traders and normal traders. From Models (8A and 8B) in Table 5 , foreign investors in the processing and normal trade sectors behave analogously in location choice with respect to infrastructure and proximity to the coast but the absolute PDJQLWXGH RI HDFK HOHPHQW LV PRUH VLJQL¿FDQW ZLWK LQYHVWRUV LQ WKH SURFHVVLQJ JRRGV trade sector than those in the normal goods trade sector. As expected, processing traders are more sensitive to an incentive in the form of value added tax reduction than from corporate income tax reduction. Foreign investors in both the processing trade sector and normal trade sector show a tendency to agglomerate with incumbent foreign companies. In particular, the latter likely cluster together with privately-owned Chinese incumbents while the former shows the opposite. Similarly, the presence of state-owned enterprises in a certain industry will attract more privately invested Chinese companies (Models 10A and 10B) and foreign normal goods traders (Model 8B). These increases only apply to the subpopulation of investors active in WKLV SDUWLFXODU SURGXFW FODVV VR WKDW WKH QXPEHU RI ¿UPV WKDW FDQ EH LQGXFHG WR HQWHU LQ this way may still be small. It suggests that a state-owned infant industry may still play a OLPLWHG OHDGLQJ UROH WR GHYHORS VSHFL¿F WDUJHW LQGXVWULHV
VII. Conclusion
The most important result of this study is the proof of a basic concept: that heterogeneity 
%HQH¿WV IURP UHGXFWLRQ LQ YDOXHDGGHG WD[ UDWHV DQG FRUSRUDWH LQFRPH WD[ UDWHV SOD\
an evident role for foreign investors and HT investors in the processing trade sector. However, since 2008, a number of provinces started dismantling preferential labor laws, export subsidies, favorable value-added tax rates, and corporate tax rates to lowskill-intensive foreign enterprises including processing goods traders. Policy makers have publicly stated their goal that the PRC will dynamically transform its comparative advantage from low-skill-intensive to high-tech industry concentrated. Policy makers in the PRC intend to transform the "internationalization" process through attraction of foreign investment toward "localization" by reducing the processing good trading portion and by increasing the supply of domestically produced intermediate inputs for their exports. As the PRC moves up to the high value supply chain, expands its domestic market, and exports skill-intensive goods, processing goods traders might consider new places or new business models.
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